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The  Legislative  Audit  Cominittee 
of  the  Montana  State  Legislature: 

Enclosed  is  the  report  on  the  audit  of  the  State  Employee  Benefits 
Plan  administered  by  the  Department  of  Administration  for  the  period 
March  1,  1988  through  February  28,  1990. 

The  audit  was  conducted  by  Wolcott  &  Associates,  Inc.  under  a 
contract  between  the  firm  and  the  Office  of  Legislative  Auditor. 
The  comments  and  recommendations  contained  in  this  report  represent 
the  views  of  the  firm  and  not  necessarily  the  Legislative  Auditor. 

The  agency's  written  response  to  the  report  recommendations  is 
included  in  the  back  of  the  audit  report. 


ResDectfully  submitted 


Scott  A.'  SeacTat 
Legislative  Auditor 
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Mr.  Scott  A.  Seacat 
Legislative  Auditor 
State  of  Montana 
State  Capitol 
Helena,  Montana   59620 

Dear  Mr.  Seacat: 

We  have  completed  our  audit  services  for  the  State  Employee 
Benefits  Plan  for  the  period  March  1,  1988  through  February  28, 
1990.   We  are  pleased  to  present  our  report. 

Our  report  is  presented  under  the  following  headings: 

Introduction 

Summary  of  Audit  Results  and  Recommendations 

Participant  Confirmations 

Reimbursement  Calculations  and  Procedures 

Prior  Audit  Recommendations 

Compliance  With  Regulations 

Results:   Payment  Accuracy 

Turnaround  Time 

Subrogation 

Cost  Containment 

Requests  For  Refunds 

Lost  Claims 

Other  Findings 

Recommendations 


***** 

We  appreciate  the  opportunity  to  be  of  service  to  the  State 
of  Montana  in  this  most  important  program. 

Yours  truly, 

Wi>l3e©TT    &   ASSOCIATES,    IKJb. 


W£>Ije©TT    &   ASSOCIATES,    INC. 

Ray  Wo^cott,    Jr.        {/  ^ 
President 
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I  -  INTRODUCTION 

The  State  of  Montana  provides  self-funded  medical  care  and 
dental  care  benefits  through  the  State  Employee  Benefits  Plan. 
Over  10,000  active  and  retired  employees  participate  in  the  plan. 

Blue  Cross  and  Blue  Shield  of  Montana  (BC/BS)  provides 
administrative  services  to  the  plan  under  an  agreement  initially 
adopted  as  of  September  1,  1985. 

PURPOSE  OF  SERVICE 

Section  2-18-816,  MCA  (Montana  State  Law)  requires  the 
Legislative  Auditor  or  an  independent  certified  public  accountant 
to  perform  an  annual  audit  of  the  State  Employee  Benefits  Plan. 
The  nature  of  the  annual  audit  is  such  that  employee  benefit 
consulting  firms  with  appropriate  expertise  and  ability  are 
permitted  to  compete  for  and  be  awarded  this  special  purpose  audit. 

The  purpose  of  the  service  is  to  comply  with  Section  2-18- 
816,  MCA. 

AUDIT  TIMING 
AND  STAFF 

The  Legislative  Auditor's  office  advised  Wolcott  &  Associates, 
Inc.  that  we  had  been  awarded  a  renewal  of  the  audit  contract.  All 
preliminary  work  was  completed  and  the  on-site  audit  services  began 
on  June  11,  1990.  The  exit  conference  was  held  on  June  21,  1990, 
the  last  day  of  on-site  activity. 

On-site  audit  services  were  performed  at: 

Blue  Cross  and  Blue  Shield  of  Montana 
4  04  Fuller  Avenue 
Helena,  Montana  59604 

and 

State  of  Montana 
State  Personnel  Division 
Mitchell  Building 
Helena,  Montana  59620 
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Individuals  involved  in  the  audit  are  listed  below: 


Title 

On-site 

President,  Project  Director 

yes 

Manager/Independent  Review 

no 

Actuary/Statistician 

no 

Auditor 

yes 

Auditor 

yes 

Name 

Ray  Wolcott,  Jr. 

Joseph  Holley 

Richard  Reese 

Carrie  Woodling 

Maggie  Duncanson 

SCOPE  OF  AUDIT 

The  scope  of  audit  services  covered  medical  and  dental  benefit 
claims  paid  by  BC/BS  during  the  period  from  March  1,  1988  through 
February  28,  1990.  Test  work  was  performed  on  600  medical  claims 
and  dental  claims,  all  of  which  were  selected  on  a  random  or 
statistical  basis. 

Elements  of  claims  adjudication  which  were  evaluated  include: 

Turnaround  time  required  to  process  each  claim. 

Eligibility  of  claimants  to  receive  payment. 

Payee  accuracy,  including  benefit  assignments  to 
service  providers. 

Administration  of  coordination  of  benefits  provisions, 
including  Medicare. 

Administration  of  subrogation  provisions. 

Calculation  accuracy,  including  Usual,  Customary  and 
Reasonable  (UCR)  limits  and  computation  of  deductible 
and  co-payment  ceilings. 

Completeness  of  necessary  information. 

Compliance  with  benefit  plan  structure. 

Identification  of  duplicate  claim  submissions. 

Consistency  of  payments  to  BC/BS  member  physicians  and 
other  physicians. 

Positive  confirmations  of  individual  payments  with 
state  employees. 
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LIST  OF  ADMINISTRATIVE  OFFICIALS 

Listings  of  administrative  officials  for  both  the  Department 
of  Administration  and  BC/BS  are  presented  below. 

Department  of  Administration 

Department  of  Administration  administrative  officials  at  the 
time  of  our  audit,  included: 

Director,  Department  of  Administration  -  Dave  Ashley,  acting 
Deputy  Director,  Department  of  Administration  -  Bob  Marks 
Administrator,  State  Personnel  Division  -  Laurie  Ekanger 
Chief,  Labor  Relations  &  Employee  Benefits  Bureau  -  Rod 

Sunsted 
Manager,  Compensation  and  Benefits  Section  -  Joyce  Brown 
Administrative  Officer  -  Linda  Kaiser 
Program  Specialist  -  Kathy  Battershell 

Blue  Cross  and  Blue  Shield 

BC/BS  administrative  officials  at  the  time  of  our  audit, 
included: 

President  -  Alan  F.  Cain 

Executive  Vice  President  -  Terry  Screnar 

Vice  President,  Claims  -  Clyde  Bigelow,  acting 

Vice  President,  Claims  -  Pat  Cutler 

Vice  President,  Finance  -  Ron  King 

Vice  President,  Internal  Audit  -  Clyde  Bigelow 

Vice  President,  Marketing  and  Sales  -  Donald  D.  Jones 

Vice  President,  Underwriting  and  Actuarial  -  Garth  Trusler 

General  Counsel  -  William  Jensen 

Director,  Claims  -  Dolores  Burton,  R.  N. 

Director,  House  &  Broker  Accounts  -  Jim  Edwards 

Internal  Auditors  -  Diana  Schedel,  Dave  Bauer  and  Brian 

Fitzpatrick 
Manager,  Claims  -  Dorothy  Debus,  R.  N. 
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II  -  SUMMARY  OF  AUDIT  RESULTS  AND  RECOMMENDATIONS 

The  results  of  our  audit  and  review  services  plus  a  summary 
of  our  recommendations  are  discussed  in  more  detail  in  later 
sections  of  this  report.  The  purpose  of  this  section  is  to  provide 
a  brief  summary  of  our  findings  and  recommended  action  to  improve 
the  Plan. 

SUMMARY  OF  AUDIT  RESULTS 

A  brief  summary  of  our  audit  results  is  presented  below. 

Transactions  Examined 

We  examined  a  total  of  600  claims,  of  which  516  were  medical 
claims  and  84  were  dental  claims. 

Dollar  Amount  Of  Examined  Transactions 

The  516  medical  claims  totaled  $66,044.56.  The  84  dental 
claims  totaled  $7,498.25.  The  grand  total  of  all  600  claim  items 
was  $73,542.81. 

Total  Overpayments 

The  sample  contained  ten  medical  claim  overpayments  which 
totaled  $226.99.  (In  addition,  one  identified  underpayment  error 
which  had  been  corrected  by  BC/BS,  contained  a  $14.4  0  overpayment 
error.)  One  dental  claim  contained  a  $32.00  overpayment.  The 
total  overpayments  were  eleven  items  for  a  total  of  $258.99. 

Total  Underpayments 

The  sample  contained  five  medical  claim  underpayments  for 
$151.84  and  one  dental  claim  underpayment  of  $15.00.  The  total 
underpayments  were  six  items  for  a  total  of  $166.84. 

Transactions  With  Dollar  Errors 

Of  the  516  medical  claims,  15  were  paid  in  error.  Of  the  84 
dental  claims,  2  were  paid  in  error.  In  total,  17  of  the  600 
transactions  were  paid  in  error. 

Magnitude  of  Payment  Errors 

The  magnitude  of  payment  errors  in  the  medical  claim  sample 
was  $378.83.  The  magnitude  was  $47.00  in  the  dental  claim  sample. 
The  total  magnitude  was  $425.83. 
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Error  Rate  -  Magnitude 

The  magnitude  of  medical  claim  payment  errors  was  .57% 
($378.83  divided  by  $66,044.56).  The  dental  claim  error  magnitude 
was  .63%  ($47.00  divided  by  $7,498.25).  The  combined  magnitude  was 
.58%  ($425.83  divided  by  $73,542.81). 

Claim  Processing  Time 

Claim  processing  time  or  turnaround  time  for  this  audit  was 
measured  from  the  "received  date"  entered  on  the  claim  document  to 
the  date  the  check  was  mailed  to  the  participant  or  provider. 

The  mean  turnaround  time  for  the  sample  of  600  claims  was  17.2 
days.  The  median  was  12  days  and  the  mode  for  the  sample  was  10 
days. 

Statistical  Accuracy 

The  sample  consisted  of  600  randomly  selected  claims.  Based 
on  the  population  and  sample  sizes,  the  results  indicate  a  98.7 
percent  confidence  level  that  the  error  rate  of  the  population  does 
not  exceed  5.83  percent.   The  statistical  justification  is  as 

follows: 

(1)  The  formula  for  developing  the  initial  sample  size  was: 

S  =  rffccn^  X  P  fl-P) 

(2)  f (cc)  is  a  function  of  the  confidence  coefficient,  P  is 
the  probability  that  a  claim  is  paid  correctly  and  R  is 
1/2  of  the  acceptable  probability  tolerance. 

(3)  In  our  test  work,  S  =  600  and  P  was  determined  to  be  2.83 
percent.   R  was  set  at  3  percent. 

(4)  By  solving  for  f(cc),  we  develop  4.43.  This  is  the 
function  associated  with  98.7  percent  confidence. 

The  error  rate  cannot  be  negative.  We  conclude  with  98.7 
percent  confidence  that  the  error  rate  does  not  exceed  5.83 
percent. 

SUMMARY  OF  RECOMMENDATIONS 

Each  recommendation  is  summarized  below.  A  more  detailed 
discussion  of  these  recommendations  is  presented  in  Section  XIV. 
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SRS  Related  Claims 

We  recommend  the  State  and  BC/BS  revise  the  language  related 
to  exclusion  of  coverage  for  charges  which  may  also  be  covered 
under  state  and  county  welfare  programs. 

Generic  Drug  Claims 

We  recommend  the  State  direct  BC/BS  to  consistently  adjudicate 
all  drug  claims  to  assure  90  percent  coinsurance  payment  of  generic 
drugs. 

Cafeteria  Plan 

We  recommend  that  no  refunds  from  the  Cafeteria  Plan  be 
permitted. 

Refunds  of  Employee  Contributions 

We  have  previously  recommended  that  pre-tax  funds  not  be 
refunded.  We  recommend  that  payroll  clerks,  Department  personnel 
and  staff  of  Central  Payroll  make  every  effort  to:  (1)  reduce  the 
need  for  refunds  of  after-tax  contributions  and  (2)  process  such 
refunds  as  quickly  as  reasonably  possible,  considering  the  work 
load,  payroll  cycles,  fiduciary  prudence  and  the  existing  policies, 
procedures  and  computer  capabilities. 

Subrogation 

We  recommend  the  State  and  BC/BS  establish  lines  of 
communication  and  procedures  that  will:  (1)  assure  the 
identification  of  potential  subrogation  claims,  (2)  assure 
transmittal  of  this  information  to  the  appropriate  State  employee 
and  (3)  maximize  recoveries,  net  of  expenses. 

We  further  recommend  that  the  enrollment  form  be  modified  to 
authorize  subrogation  and  that  all  presently  enrolled  individuals 
be  required  to  submit  a  similar  statement. 

New  Claim  System 

We  recommend  the  State  request  a  delay  in  implementing  the  new 
claim  system  for  State  Plan  claims  until  after  BC/BS  can  assure 
that  the  new  system  is  functioning  properly. 

Potential  Workers'  Compensation  Claims 

We  recommend  that  claim  data  from  BC/BS  be  matched  with  claim 
data  from  the  Montana  Workers'  Compensation  Board  to  determine  if 
providers  are  submitting  compensation  claims  to  BC/BS. 
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Ill  -  PARTICIPANT  CONFIRMATIONS 

Our  work  plan  included  100  participant  confirmations.  The 
results  are  discussed  below. 

We  received  81  responses  to  our  initial  confirmation  request 
and  13  responses  to  our  second  request  mailing.  We  contacted  the 
remainder  by  telephone  to  obtain  confirmation  of  the  medical  or 
dental  services. 

We  have  now  received  positive  replies  from  the  100 
confirmation  requests. 
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IV  -  REIMBURSEMENT  CALCUIATIONS  AND  PROCEDURES 

Effective  September  1,  1989,  the  BC/BS  fee  was  changed.  The 
monthly  fee  for  the  period  from  Septem±>er  1,  1989  through 
August  31,  1990  was  $3.22  per  participant  covered  for  medical 
benefits,  plus  $.37  per  participant  covered  for  dental  benefits. 

The  Department  determines  the  number  of  eligible  employees  and 
retirees  each  month  from  their  eligibility  records.  The 
administrative  fee  is  calculated  by  multiplying  the  rate  times  the 
number  of  participants  and  is  then  verified  prior  to  payment. 
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V  -  PRIOR  AUDIT  RECOMMENDATIONS 

The  most  recently  completed  audit  of  the  State  Employee 
Benefit  Plan,  prior  to  this  audit,  was  performed  for  the  period 
from  March  1,  1986  through  February  29,  1988. 

The  report  for  that  audit,  issued  in  November,  1988,  contained 
the  following  recommendations: 

Accident  Claim  Procedure 

We  recommended  the  State  direct  BC/BS  to  modify  the  claim 
procedure  to  require  the  following  information  prior  to  payment  of 
supplemental  accident  benefits:  (1)  date  and  place  accident,  (2) 
brief  description  of  accident,  and  (3)  statement  that  the  accident 
was  or  was  not  work  related. 

Comment ;  As  of  September  1,  1990,  the  plan  was  amended  to 
subject  accident  claims  to  the  deductible  and  coinsurance 
provisions  of  the  plan.  As  a  result,  the  recommendation  contained 
in  our  report  two  years  ago  no  longer  is  applicable  to  the  plan. 

Replacement  Dentures 

We  recommended  the  State  advise  BC/BS  of  the  correct 
definition  and  effective  date  of  "The  Plan." 

We  further  recommended  the  booklet  language  regarding 
replacement  dentures  be  written  to  clearly  describe  the  frequency 
of  replacement  acceptable  for  payment  under  the  Plan. 

Finally,  we  recommended  BC/BS  retain  the  date  of  most  recent 
placement  or  replacement  in  the  computer  system  to  permit  testing 
of  the  time  period  or  request  information  from  the  dentist 
regarding  the  dates  of  prior  services. 

Comment;  The  booklet  language  has  been  revised.  However,  the 
BC/BS  claims  system  is  being  replaced  and  no  change  has  been  made 
regarding  denture  replacement  dates  in  the  present  system. 

Coordination  of  Benefits 

We  recommended  the  State  request  COB  data  at  least  annually. 
We  suggested  this  process  be  completed  at  the  agency  or  department 
level  at  the  beginning  of  each  Plan  year. 

Comment:  BC/BS  continues  to  request  COB  data  (following 
receipt  of  a  claim)  on  an  annual  basis.  The  State  does  not  request 
this  data. 


V-1 


Hospital  Bill  Audits 

We  recommended  the  State  request  BC/BS  to  implement  a  hospital 
audit  program  using  either  their  own  staff  or  the  services  of  an 
outside  firm. 

Comment;  Blue  Cross  and  Blue  Shield  of  Montana  does  have  a 
hospital  audit  program.  However,  they  do  not  believe  that  the 
frequency  and  magnitude  of  over  billing  would  warrant  the 
investment  of  performing  these  audits  at  this  time.  They  believe 
the  use  of  an  outside  firm  (compensated  on  a  commission  basis) 
would  permit  the  performance  of  these  services  without  cost. 

Annual  Report 

We  recommended  that  the  annual  report  be  more  extensive; 
address  recommendations;  provide  a  complete  overview  of  all  plans 
being  administered,  their  premium  rates,  and  employee  contribution 
requirements;  and  financial  statements  for  the  self-funded 
portions. 

Comment;  The  Benefit  Plan's  annual  report  has  been  expanded. 

Plan  Rules 

We  recommended  the  Department  prepare  rules  to  comply  with 
Section  2-18-811,  MCA. 

Comment;  The  preparation  of  rules  is  among  a  list  of 
Department  activities  for  1991. 

Subrogation 

We  recommended  the  Department  of  Administration  and  BC/BS  take 
an  active  role  in  the  encouragement  of  the  legislature  to  adopt 
legislation  permitting  subrogation  without  requiring  a  finding  of 
liability  and  without  the  delay  required  by  Section  2-18-902,  MCA. 

Comment;  No  change  in  the  Code  has  occurred.  However,  the 
Department  has  become  more  active  in  the  recovery  of  payments 
through  subrogation. 

Eligibility  Change 

We  recommended  that  the  eligibility  system  be  enhanced  to  edit 
for  codes  that  are  inconsistent  with  age  and  other  factors. 

Comment;  The  Department  is  working  on  changes  to  the  data 
system.   They  have  not  yet  been  completed. 
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Annual  Audit 

We  recommended  an  annual  audit  of  the  employee  benefit  plan 
be  performed  until  the  law  is  changed. 

Comment;   Montana  law  has  been  changed  to  permit  a  Benefit 
Plan  audit  on  a  biannual  basis. 
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VI  -  COMPLIANCE  WITH  REGULATIONS 

The  scope  of  our  services  included  a  review  of  applicable 
state  regulations  relating  to  the  State  Employee  Benefits  Plan  and 
a  determination  of  the  Department  of  Administration's  compliance 
with  these  regulations.  We  reviewed  sections  2-18-701  through  2- 
18-704,  MCA,  section  2-18-801  and,  sections  2-18-808  through  2- 
818-816. 

FINDINGS 

A  summary  of  our  review  and  findings  are  presented  below. 

Section  2-18-701  contains  a  definition  of  employees.  The 
State  Employee  Benefit  Plan  provides  coverage  for  each  of  these 
groups  of  employees  with  the  exception  of  those  individuals  under 
the  authority  of  the  board  of  regents,  who  are  eligible  for  the 
University  System  plan. 

Section  2-18-702  states  that  required  contributions  by  covered 
employees  shall  be  deducted  from  the  employee's  salary  or  wages. 
Our  test  work  confirmed  that  contributions  were  being  withheld  from 
employee  compensation. 

Section  2-18-703  specifies  the  contributions  to  be  made  by 
each  agency  toward  the  cost  of  the  group  benefits.  The  required 
agency  contribution  level  agreed  with  information  in  the  Department 
of  Administration  records. 

Section  2-18-704  details  several  mandatory  provisions  for  the 
plan.  Each  provision  is  contained  in  the  State  Employee  Benefits 
Plan. 

Section  2-18-810  describes  the  function  of  the  state  employee 
group  benefits  advisory  council.  We  reviewed  minutes  of  the 
advisory  council's  meetings  and  conclude  that  they  are  performing 
the  functions. 

Section  2-18-811  lists  the  general  duties  of  the  Department 
of  Administration  relating  to  the  plan.   Each  is  discussed  below. 

(1)  Adopt  rules  for  the  conduct  of  its  business. . .and 
to  carry  out  the  purposes. 

The  Department  of  Administration  has  adopted  pay 
plan  rules.  They  address  the  State  Contribution  To 
Group  Benefits. 

(2)  Negotiate  and  administer  contracts.  Minutes  of  the 
advisory  council  meetings  and  other  department 
documents  indicate  that  the  department  negotiates 
and  administers  contracts. 
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(3)  Design  plan,  establish  specifications  for  bids,  and 
make  recommendations  for  acceptance  or  rejection  of 
bids. 

Again,  advisory  council  minutes  and  other  department 
documents  indicate  that  the  department  is  performing 
these  duties. 

(4)  Prepare  an  annual  report. 

An  annual  report  is  prepared  by  the  plan's 
consultant. 

(5)  Perform  or  obtain  an  analysis  of  rate  adequacy. 

The  consultants'  annual  reports  address  this 
subject. 

Section  2-18-812  provides  for  the  use  of  an  alternate  to 
conventional  insurance.  Based  on  our  review  of  department  records, 
consultant  reports  and  other  department  documents,  we  conclude  that 
the  department  complies  with  the  requirements  of  this  Section. 

Section  2-18-813.14  and  15  do  not  directly  address  the 
department's  activities. 

Section  2-18-816  requires  the  department  to  have  the  benefit 
plan  audited.  Wolcott  &  Associates,  Inc.  conducted  an  audit  two 
years  ago  covering  the  period  from  March  1,  1986  through  February 
29,  1988.  This  audit  covers  the  period  from  March  1,  1988  through 
February  28,  1990. 
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VII  -  RESULTS;   PAYMENT  ACCURACY 

Our  test  work  to  determine  claim  payment  accuracy  involved 
three  main  steps:  (1)  verification  of  eligibility  for  100  of  the 
claims,  (2)  confirmation  of  services  provided  through  written 
confirmation  requests  mailed  to  100  participants  and  (3) 
recalculation  of  600  previously  processed  claims. 

ELIGIBILITY  VERIFICATION 

Eligibility  was  verified  in  the  Department  of  Administration 
by  physical  review  of  department  records  and  comparison  to  dates 
of  service  shown  on  the  claim  docxaments. 

No  exceptions  were  noted  in  our  test  work. 

PARTICIPANT  CONFIRMATIONS 

One  hundred  claim  items  were  selected  for  confirmation. 
Claimants  were  asked  to  confirm  the  date  of  service,  provider  of 
service  and  the  amount  billed. 

The  initial  mailing  was  followed  by  a  second  request  and  a 
subsequent  telephone  call  to  those  who  had  not  responded.  All 
confirmations  received  agree  with  dates,  providers  and  amounts  of 
service  as  reported  by  providers  on  the  original  claim  documents. 

We  conclude  that  all  services  were  received  and  fees  agree  to 
amounts  billed  for  those  whose  confirmations  were  received. 

ADJUDICATION  ACCURACY  -  MEDICAL 

Information  presented  below  describes  our  test  work  on  the 
516  previously  processed  medical  claims  in  our  sample  and  the 
errors  identified. 

Each  of  the  516  selected  medical  claims  was  reprocessed  during 
our  test  work.  This  included  a  review  of  hard  copy  microfilm  of 
the  original  claim,  review  of  all  appropriate  adjudication  steps 
plus  a  recalculation  of  the  payment  amount  and  verification  of  the 
payee. 

Frequency  of  Error 

We  identified  errors  in  fifteen  of  the  516  claims.  This  is 
an  error  rate  of  2.9  percent.  The  error  rate  is  below  the  four  to 
six  percent  error  frequency  rate  normally  observed  during  our 
audits  of  similar  plans.  However,  it  exceeds  the  two  percent  error 
rate  observed  in  our  audit  two  years  ago.  Ten  of  the  errors  were 
overpayments  and  five  were  underpayments.  The  errors  are 
summarized  below. 
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Number 

Amount 

2 

$  95.24 

3 

55.75 

1 

41.25 

1 

28.55 

2 

(13.29) 

STATE  EMPLOYEE  BENEFIT  PLAN 
MEDICAL  CLAIM  ERRORS 
Type 

System  Errors  Involving  Medicare 

Non-covered  Services 

Interpretation 

Incorrect  Duplicate  Process 

Coinsurance 

Incorrect  Claimant  1  (57.60) 

Accident  Paid  as  Illness  2  (13.00) 

Keypunch  Error  3  (61.85) 

Error  Analysis 

The  majority  of  the  identified  errors  were  human  errors. 
These  errors  occur  in  all  systems. 

As  the  pressure  for  speed  increases,  the  frequency  of  these 
errors  tends  to  increase. 

The  three  claims  involving  ineligible  charges  (non-covered 
services)  are  the  result  of  a  procedure  that  permits  certain  types 
of  charges  to  be  paid  without  a  proper  diagnosis.  We  have  been 
advised  that  the  procedure  has  been  changed. 

The  two  Medicare  claims  and  the  claim  with  incorrect 
coinsurance  calculated  are  system  errors.  The  complexity  of  claim 
processing  has  reached  a  point  where  the  BC/BS  system  did  not 
process  these  claims  correctly. 

Magnitude  of  Error 

Our  sample  contained  $66,044.56  in  total  dollars  claimed. 
The  magnitude  of  overpayment  was  0.34  percent  ($226.99  divided  by 
$66,044.56).  The  magnitude  of  underpayments  was  0.23  percent 
($151.84  divided  by  $66,044.56). 

The  magnitude  of  overpayment  error  is  below  the  .4  percent  to 
.75  percent  rate  normally  observed  in  similar  audits.  However, 
both  the  ovei-payment  and  underpayment  percentages  exceeded  the 
error  magnitudes  from  our  prior  audit.  The  magnitude  of 
overpayments  and  underpayments  from  the  1986-1988  audit  were  both 
0.1  percent. 
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ADJUDICATION  ACCURACY  -  DENTAL 

We  performed  identical  test  work  for  the  84  dental  claims  as 
was  performed  for  the  medical  claims.  Frequency  and  magnitude  data 
are  presented  below. 

Frequency  of  Error 

We  identified  two  errors  in  the  84  claim  sample.  This  is  a 
frequency  error  rate  of  2.4  percent,  which  is  below  the  four  to  six 
percent  range  of  error  normally  observed  in  similar  audits.  The 
frequency  is  also  below  the  3.0  percent  observed  in  our  prior  audit 
for  the  State. 

One  of  the  errors  was  an  underpayment,  one  was  an  overpayment. 
The  errors  are  summarized  below. 

STATE  EMPLOYEE  BENEFIT  PLAN 

DENTAL  CLAIM  ERRORS 

Type  NmBV>f>T-  Amount 

Identification  of  Covered  Charges  1        $  32.00 

Identification  of  Covered  Charges  1         (15.00) 

Both  errors  were  the  result  of  incorrectly  determining  covered 
charges.  The  State's  plan  contains  provisions  that  are  not 
standard  BC/BS  provisions.  These  non-standard  provisions 
contributed  to  these  errors  which  were  human  rather  than  system 
errors. 

Macmitude  of  Error 

Our  sample  contained  $7,498.25  in  dental  claims.  The 
magnitude  of  overpayment  is  .43  percent  ($32.00  divided  by 
$7,498.25) .  The  magnitude  of  underpayment  was  0.20  percent  ($15.00 
divided  by  $7,498.25). 

The  overpayment  magnitude  exceeds  the  .4  to  .6  range  of  error 
magnitude  normally  observed  in  similar  audits.  However,  it  is 
below  the  1.3  percent  observed  in  our  audit  two  years  ago.  The 
underpayment  magnitude  exceeds  the  .  1  percent  observed  in  the  prior 
audit. 
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STRATIFIED  RESULTS 

The  claim  error  data  were  evaluated  this  year  to  detennine  if 
there  is  a  correlation  between  claim  size  and  frequency  and/or 
magnitude  of  error.  As  agreed  in  our  audit  contract,  the  sample 
claims  were  stratified  by  claimed  amount  as  follows:  (1)  under 
$500,  (2)  $500  to  $2,500  and  (3)  $2,500  and  over. 

Only  17  claims  exceeded  $500.  None  of  these  claims  contained 
a  payment  error.  The  remaining  583  claims  represented  $42,832.69 
in  claimed  expenses.  The  error  frequency  for  these  claims  was  2.91 
percent.  The  overpayment  magnitude  was  0.060  percent  and  the 
underpayment  magnitude  was  0.039. 

The  results  tend  to  indicate  that  the  frequency  and  magnitude 
of  error  both  increase  as  the  claim  size  decreases.  However,  the 
stratification  did  not  produce  statistically  valid  sample  sizes  for 
the  claims  in  excess  of  $500.  As  a  result,  we  draw  no  conclusion 
from  the  results  of  the  stratified  sample. 
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VIII  -  TURNAROUND  TIME 

We  have  responded  to  the  request  for  mean,  median  and  mode 
information  in  an  earlier  section.  The  purpose  of  this  section  is 
to  present  an  analysis  of  turnaround  time  using  industry  accepted 
standards  and  those  used  by  Wolcott  &  Associates,  Inc.  for  claim 
audit  purposes. 

MEASUREMENT  STANDARD 

We  measure  claim  turnaround  time  from  the  date  the  claim  is 
received  to  the  date  the  check  is  mailed.  We  believe  this  is  the 
turnaround  time  (exclusive  of  mail  time)  that  is  thought  of  by  plan 
participants. 

Our  standard  is  that  within  14  calendar  days,  85  percent  of 
all  claims  must  be  (1)  paid  or  (2)  be  delayed  by  reasons  beyond 
the  control  of  the  processor. 

A  claim  is  delayed  beyond  the  control  of  the  processor  if, 

for  example: 

Requested   additional   information   has   not   been 
received. 

-  The  claim  is  subject  to  special  review  (e.g.  medical 
review  or  COB) . 

-  The  eligibility  of  the  claimant  cannot  be  verified. 

-  The  provider  has  agreed  to  a  payment  cycle  that  causes 
the  payment  to  be  delayed. 

Claim  turnaround  time  for  the  plan  meets  our  85  percent 
standard.  Of  the  600  claims  in  our  sample,  70  or  11.7  percent 
required  longer  than  14  days  to  process  and  the  reason  for  the 
delay  did  not  readily  appear  to  be  beyond  BC/BS's  control. 

Sixty-one  percent  of  the  claims  in  our  sample  were  actually 
paid  within  14  days  of  receipt.  Of  those  not  paid  within  two 
weeks,  2  3.5  percent  were  claims  paid  to  participating  providers  who 
agree  to  be  paid  on  a  regular  frequency. 

A  summary  of  our  turnaround  time  analysis  is  presented  on  page 
VIII-2. 
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STATE  EMPLOYEE  BENEFITS  PLAN 
CLAIM  TURNAROUND  TIME  ANALYSIS 


Medical  Claims 

Dental 

Claims 

Total 

Count 

Percent 

Count 

Percent 

Count 

Percent 

Paid  in  less  than 

7  days 

122 

23.6% 

7 

8.3% 

129 

21.5% 

Paid  between  8  and 

14  days 

199 

38.6 

40 

47.6 

239 

39.8 

Paid  over  14  days 

Participating 

141 

27.3 

0 

0.0 

141 

23.5 

Provider 

Other  Valid  Reason  16 

3.1 

5 

6.0 

21 

3.5 

Total 

478 

92.6% 

52 

61.9% 

53  0 

88.3% 

Paid  over  14  days 

No  Valid  Reason 

38 

7.4% 

32 

38.1% 

70 

11.7% 
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IX  -  SUBROGATION 

Sections  2-18-901  and  2-18-902,  MCA  provide  the  legal 
authority  for  subrogation  and  the  procedures  for  the  process.  The 
language  of  these  two  sections  precludes  effective  subrogation 
under  most  normal  situations. 

SUBROGATION  PRECLUDED 

Section  2-18-901  provides  recovery  "from  a  third  party  found 
liable  for  a  wrongful  act  or  omission  that  causes  injury."  Under 
Section  2-18-902,  subrogation  may  not  be  enforced  until  the  injured 
party  "has  been  fully  compensated  for  his  injuries." 

The  majority  of  accidents  involving  action  by  another 
individual  never  result  in  a  finding  of  liability.  In  fact,  most 
never  go  to  court.  The  typical  situation  involves  payment  by  a 
liability  insurance  company  without  trial. 

The  State  Employee  Benefits  Plan  provides  payment  for  medical 
and  dental  services.  It  does  not  make  payments  for  loss  of  income, 
pain  and  suffering,  loss  of  consortium  or  a  multitude  of  other 
items  which  may  be  included  in  the  phrase  "fully  compensated  for 
his  injuries." 

A  major  accident  may  result  in  substantial  payments  by  the 
State  Plan.  However,  subrogation  would  be  barred  if  the  injured 
party  had  not  been  fully  compensated  for  loss  of  income  even  if  he 
had  been  paid  twice  for  the  medical  bills. 

SUBROGATION  ACTIVITY 

The  BC/BS  legal  department  directs  the  performance  of 
subrogation  activity  for  that  organization.  When  a  potential 
subrogation  claim  is  identified,  the  claim  department  has  been 
directed  to  notify  the  Department  of  Administration  to  coordinate 
the  process.  The  BC/BS  activity  is  passive.  They  rely  on  others 
to  tell  them  of  potentially  subrogatable  claims. 

The  Department  then  makes  a  determination  as  to  whether  the 
claim  is  worth  subrogating.  If  it  is  so  determined,  the  Department 
contacts  the  participant  or  the  participant's  lawyer  to  begin  the 
process.  In  some  situations,  the  Department  has  been  able  to 
obtain  a  statement  from  the  Participant  that  he  or  she  has  been 
fully  compensated  for  the  loss. 

The  Plan  booklet  contains  language  stating  that  a  participant 
must  sign  a  subrogation  agreement  prior  to  receiving  payment  for 
a  claim  resulting  from  a  injury  caused  by  a  third  party.  In 
practice  this  form  is  not  utilized  effectively  and  the  language  is 
being  revised.  This  facilitates  recovery  even  if  there  has  not 
been  a  determination  of  liability. 
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X  -  COST  CONTAINMENT 

The  State  Plan,  like  all  benefit  plans,  is  subject  to  cost 
increases  resulting  from  inflation.  The  plan,  like  many  others, 
is  also  subject  to  cost  increases  resulting  from  over  utilization. 

PLAN  PROVISIONS 

Following  our  audit  two  years  ago,  a  mandatory  pre-admission 
notification  provision  was  added  to  the  Plan.  The  notification 
procedure  is  used  to  alert  BC/BS  of  potentially  large  claims  which 
could  be  eligible  for  special  management  to  reduce  the  magnitude 
of  the  claim.  However,  the  notification  process  is  not  used  to 
identify  unnecessary  hospitalizations. 

ADMINISTRATIVE  PROCEDURES 

Two  administrative  procedures  have  been  added  to  help  control 
costs  and  reduce  abuses.   They  are  both  described  below. 

Usual.  Reasonable  and  Customary 

A  significant  percentage  of  physicians  are  "member  doctors" 
of  BC/BS.  Following  our  last  audit,  the  Plan  was  amended  to  limit 
the  allowable  charges  by  the  member  doctors  to  their  contractual 
fee  agreement  with  BC/BS.  This  agreement  also  precludes  member 
doctors  from  charging  a  patient  for  the  difference  between  the 
actual  charge  and  the  contractual  charge. 

Charges  by  non-member  doctors  were  limited  to  9  0  percent  of 
the  allowance  for  member  doctors  as  of  September  1,  1990.  This 
change  should  produce  ongoing  savings  for  the  Plan  and  its 
participants. 

Prescription  Drugs 

BC/BS  now  requires  claims  for  prescription  drugs  to  include 
the  actual  receipts.  This  procedure  should  reduce  the  potential 
for  duplicate  submissions  or  fraudulent  filings  and  increase  the 
savings  from  the  Coordination  of  Benefits  provision. 

FRAUD  INVESTIGATION 

BC/BS  has  developed  fraud  investigation  skills  and  actively 
investigates  potential  fraud  as  part  of  its  services  to  all 
subscribers.  We  reviewed  the  internal  audit  department's  fraud 
activity. 
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Based  on  our  review  we  conclude  that  the  investigative 
procedures  and  staff  training  are  further  advanced  than  many 
administrators.  Several  identified  fraudulent  transactions  have 
resulted  in  appropriate  action  by  legal  authorities  and 
professional  bodies.  Additional  transactions  are  currently  under 
investigation. 

An  active  fraud  investigation  function  is  an  effective 
deterrent  to  those  who  may  consider  such  activities. 
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XI  -  REQUESTS  FOR  REFUNDS 

At  the  request  of  the  Legislative  Auditor's  office,  our  scope 
was  expanded  this  year  to  address  a  specific  issue  of 
administration.  The  issue,  our  findings  and  comments  are  provided 
below. 

Refund  Request  Delays 

The  State's  payroll  system  withholds  employee  contributions 
to  the  Plan.  These  contributions  are  withheld  prior  to  the  month 
in  which  the  coverage  is  provided  and  they  are  sent  to  the 
Department  for  deposit  in  the  Plan's  reserve  account. 

When  a  Plan  Participant  terminates  employment,  coverage  may 
be  continued  for  the  month  to  which  the  contributions  belong. 
However,  at  the  employee's  request,  the  pre-contributed  amounts 
have  been  refunded.  From  time-to-time,  an  employee  is  transferred 
from  one  agency  to  another.  As  a  result  of  improper  payroll 
control,  some  of  these  employees  may  have  an  additional 
contribution  taken  from  their  paycheck. 

Refunds  of  these  contributions  (for  terminees  and  transferees) 
may  take  two  months  to  be  received.  The  Legislative  Auditor's 
office  believes  this  may  be  an  excessive  period  of  time  for  what 
appears  to  be  a  simple  request. 

Our  Findings 

The  refund  process  is  complicated  in  that  it  involves  activity 
by  the  following: 

.  Agency  Payroll  Clerk. 

.  Department  of  Administration. 

.  Central  Payroll. 

.  Management  Support  Bureau. 

The  employee's  request  for  a  refund  is  prepared  on  a  worksheet 
by  the  agency's  payroll  clerk.  The  worksheet  is  sent  to  the 
Department  for  verification  of  correct  amounts.  The  Department 
sends  the  worksheet  to  Central  Payroll  for  a  calculation  of  payroll 
taxes  (see  Cafeteria  Plan,  below) .  Once  the  worksheet  is  returned 
to  the  department  it  is  forwarded  to  the  Management  Support  Bureau 
with  a  request  for  a  payment  from  the  Plan's  reserve  account. 
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If  all  participants  in  this  process  were  ready  to  perform 
their  step  as  soon  as  requested,  the  refund  could  be  processed  in 
less  than  a  week.  Unfortunately,  personnel  assigned  to  this 
process  have  other  responsibilities.  Due  to  these  other 
responsibilities  plus  established  cycles  and  deadlines,  refund 
requests  are  delayed  until  the  appropriate  personnel  have  spare 
time. 

If  agency  payroll  clerks  were  more  accurate  in  preparing  the 
worksheets,  they  would  not  need  to  be  checked  by  the  Department. 
However,  requests  frequently  contain  errors. 

If  contributions  were  not  transferred  to  the  Plan's  reserve 
account  until  the  month  of  coverage,  the  Department  would  not  have 
to  request  a  refund  from  the  Management  Support  Bureau.  However, 
the  Department  prefers  to  have  the  funds  as  they  are  invested  and 
generate  investment  income  for  the  Plan. 

The  payroll  and  benefit  data  are  scheduled  to  be  available 
through  an  on-line  computer  network.  Once  this  occurs,  the  time 
required  for  processing  of  refunds  will  be  greatly  reduced. 

Cafeteria  Benefits  Plan 

The  Department,  with  the  assistance  of  the  State's  benefit 
consulting  firm,  designed  and  installed  a  Cafeteria  Benefits  Plan. 
A  Cafeteria  Plan  permits  employees  to  select  from  options  that 
include  taxable  compensation  and  tax  free  benefits. 

Under  the  State's  Cafeteria  Plan,  employees  may  elect  to 
reduce  their  regular  rate  of  compensation  in  exchange  for  the 
State's  contribution  of  the  same  amount  as  the  employee's 
contribution  to  the  health  and  dental  benefits.  As  a  practical 
matter,  this  procedure  is  performed  on  the  payroll  system  each  pay 
period  and  is  recorded  as  a  pre-tax  employee  contribution. 

Cafeteria  Plans  are  permitted  by  Internal  Revenue  Code  Section 
125.  This  Section  was  added  to  the  Code  in  1978  and  has  been 
amended  several  times.  The  IRS  is  responsible  for  the  issuance  of 
regulations  for  the  Code.  They  have  issued  proposed  regulations 
for  Section  125.   However,  they  are  not  yet  finalized. 

One  of  the  IRS  requirements  for  these  plans  is  that  a 
contribution  (once  made)  may  not  be  refunded  to  the  Participant. 
It  must  only  be  used  to  provide  the  benefit  for  which  the 
contribution  was  made. 

Refunds  to  terminated  Plan  Participants  who  have  elected  to 
contribute  on  a  pre-tax  basis  result  is  a  violation  of  the  IRS 
proposed  regulations  and  places  the  status  of  all  contributions  at 
risk. 
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We  discussed  this  situation  with  the  Department's  Manager  of 
the  Compensation  and  Benefits  Section  and  with  representatives  of 
the  State's  benefit  consulting  firm.  A  representative  of  that  firm 
has  agreed  with  our  conclusion  regarding  refunds  and  has  now 
advised  the  Department  to  discontinue  the  refund  practice  for  those 
who  contribute  on  a  pre-tax  basis. 

COMMENTS 

The  Department  has  now  adopted  a  policy  of  not  offering 
refunds  to  Cafeteria  Plan  Participants.  They  will  be  extended 
coverage  for  the  month  following  employment  termination,  if  their 
full  month's  contribution  has  been  received.  Those  with  a  half 
month's  contribution  may  elect  to  make  an  additional  payment  or 
forfeit  the  contribution  and  coverage. 

This  new  policy  will  eliminate  the  majority  of  refund 
requests. 

We  have  been  advised  that  the  on-line  system  may  be  available 
in  early  1991.  This  should  greatly  shorten  the  time  required  to 
process  a  refund. 
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XII  -  LOST  CIAIMS 

Our  scope  was  also  expanded  this  year  to  address  the  issue  of 
claim  documents  which  have  been  lost  by  BC/BS.  The  issue,  our 
findings  and  comments  are  presented  below. 

The  Issue 

The  Department  has  received  calls  from  participants  who  have 
indicated  that  BC/BS  has  lost  their  claim  and  they  have  not  been 
paid. 

Our  Findings 

BC/BS  is  the  largest  processor  of  health  care  claims  in  the 
state.  Based  on  our  review  of  their  mail  sorting  and  delivery 
capabilities,  we  conclude  that  they  are  very  efficient  at 
transferring  incoming  mail  to  the  claim  department. 

Once  the  claims  are  received  in  the  claim  department,  they 
undergo  several  manual  processes  before  data  are  entered  into  the 
computer.  Once  the  claim  has  been  entered  into  the  computer,  the 
actual  paper  claim  docviment  is  no  longer  needed.  By  then,  the 
claim  has  been  assigned  a  number  and  the  documents  have  all  been 
microfilmed. 

Not  all  claim  documents  contain  sufficient  data  to  permit  the 
claimant  to  be  identified.  When  these  claims  are  received,  claim 
personnel  perform  a  records  search  procedure  to  attempt  to  match 
the  claim  with  a  subscriber. 

The  Department  does  not  maintain  a  complaint  log.  However, 
The  Department's  Administrative  Officer  prepares  a  file  for  each 
appeal  or  inquiry  received.  During  the  one  year  period  from  April 
1989  through  March  1990,  a  total  of  248  appeals  and  inquiries  were 
processed,  53  resulted  in  an  adjustment  in  favor  of  the 
Participant. 

The  Administrative  Officer  was  only  able  to  identify  one 
individual  who  had  made  an  inquiry  regarding  a  potentially  lost 
claim.  The  Participant  had  filed  three  claims  within  a  short 
period  of  time.  The  second  and  third  claims  were  processed  and 
payment  was  made.  The  Participant  stated  that  the  first  claim  must 
have  been  lost  by  BC/BS. 

BC/BS 's  records  show  that  they  made  an  inquiry  regarding  other 
insurance  coverage.  The  Participant  stated  he  never  received  the 
request.   When  a  reply  was  not  received,  BC/BS  closed  their  file. 

The  claim  was  subsequently  reopened  and  processed. 
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CoBunent 

It  is  possible  that  documents  can  be  lost  by  BC/BS  in  the 
claim  process.  However,  our  review  of  their  procedures  and 
discussions  with  the  Department's  Administrative  Officer  indicate 
that  the  frequency  of  lost  claim  documents  may  not  be  significant. 
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XIII  -  OTHER  FINDINGS 

Three  other  findings  during  our  audit  are  discussed  below. 

GENERIC  DRUGS 

After  the  deductible,  the  plan  reimburses  Participants  for  7  0 
percent  of  the  cost  of  brand  name  prescription  drugs.  If  the 
prescription  is  for  a  generic  drug,  the  reimbursement  is  90 
percent.   However,  the  90  percent  payment  is  made  only  if: 

.  The  claim  processor  recognizes  the  drug  as  being  generic  or 

.  The  Participant  places  a  check  mark  in  the  proper  column 
signifying  that  the  drug  is  generic  and  the  processor 
confirms  that  the  drug  is  generic. 

If  the  drug  is  actually  generic  and  the  Participant  does  not 
put  a  check  mark  in  the  proper  space  and  if  the  processor  does  not 
recognize  it  as  generic,  the  plan  only  pays  70  percent  of  the 
charge. 

We  are  unaware  of  similar  requirements  being  imposed  by  other 
claim  processors.  The  purpose  of  the  90  percent  payment  appears 
to  be  to  encourage  the  use  of  generic  drugs.  Those  who  do  use 
generic  drugs  but  fail  to  complete  the  necessary  paper  work  are 
penalized  only  if  the  processor  fails  to  recognize  the  drug.  This 
appears  to  produce  inconsistent  administration  and  may  be  expected 
to  generate  a  number  of  appeals  which  will  needlessly  add  to  the 
administrative  burden  of  BC/BS  and  the  Department  plus  result  in 
a  decrease  in  the  level  of  Participant  appreciation  of  the  Plan. 

SRS  ELIGIBLE  CHARGES 

The  exclusions  and  limitations  in  Section  M  of  the  Plan 
exclude  from  coverage: 

.  Any  medical  services  for  which  expenses  are  paid,  are 
required  to  be  paid  or  would  be  paid  if  the  member  followed 
applicable  rules  under  any  Workers'  Compensation  Law  or  any 
other  governmental  law,  and 

.  Any  service  for  which  the  member  is  not,  in  fact,  or  legally 
required  to  pay  or  for  which  charges  are  made  only  because 
the  member  has  benefits  under  the  Plan. 

This  provision  is  in  contradiction  with  53-2-612  of  the  MCA 
which  permits  SRS  to  file  a  claim  against  the  Plan  on  behalf  of  an 
individual  who  has  received  otherwise  covered  medical  services 
provided  by  or  paid  for  by  SRS. 

XIII-1 


BC/BS  has  a  standard  exclusion  that  is  included  in  their 
regular  group  contracts.   That  exclusion  reads  as  follows: 

Services  and  supplies  which  You  are  entitled  to  receive 
or  do  receive  from  the  United  States  or  any  city,  county, 
state,  or  country.  This  exclusion  applies  to  any 
programs  of  any  agency  or  department  of  any  government. 

Note:  Under  certain  circumstances,  the  law  allows 
certain  governmental  agencies  to  recover  for  services 
rendered  to  You  from  The  Plan.  When  such  a  circumstance 
occurs,  You  will  receive  an  Explanation  of  Benefits. 

While  this  exclusion  statement  is  not  specific,  it  does  alert 
the  reader  to  the  potential  for  recovery  while  the  State's  Plan 
language  does  not. 

INTERNAL  AUDITOR 

The  internal  audit  function  is  intended  to  perform  evaluation 
and  reporting  services  for  an  organization.  To  be  effective,  the 
internal  audit  personnel  should  be  independent  of  the  other 
departments  in  the  organization.  It  is  difficult  to  maintain  an 
appropriate  level  of  independence  when  a  member  of  the  internal 
audit  staff  also  performs  functions  in  another  department. 

During  our  field  work  we  noted  that  the  Vice  President  of 
Internal  Audit  was  also  functioning  as  the  Acting  Vice  President 
of  Claims.  BC/BS  has  procedures  designed  to  prevent  the 
misappropriation  of  funds.  Our  field  work  indicates  that  these 
procedures  appear  to  be  effective.  We  did  not  observe  any 
deviation  from  these  procedures  during  the  time  period  covered  by 
this  audit. 

While  we  do  not  believe  the  State's  Plan  was  in  any  way 
negatively  impacted  by  the  dual  duties  performed  by  the  BC/BS  Vice 
President  of  Internal  Audit,  we  do  believe  it  would  be  appropriate 
for  BC/BS  to  take  appropriate  steps  to  assure  that  such  conflicts 
do  not  occur. 
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XIV  -  RECOMMENDATIONS 

The  purpose  of  this  section  of  our  report  is  to  present 
recommendations  which  we  believe  to  be  appropriate  for  the  Plan. 
Each  recommendation  is  presented  below  with  a  brief  description  of 
its  purpose  and  intended  result. 

SRS  RELATED  CLAIMS 

Some  State  employees,  retirees  and/or  dependents  are  also 
eligible  for  welfare  assistance.  Currently,  the  Plan  document 
excludes  from  coverage  those  expenses  which  are  eligible  for 
payment  under  a  government  program. 

Montana  law  requires  that  health  benefit  plans  reimburse  SRS 
for  payments  made  on  behalf  of  covered  individuals.  BC/BS  has  been 
reimbursing  SRS  for  expenses  when  they  request  payment. 

We  recommend  the  Plan  document  be  amended  to  state  that  such 
expenses  are  covered  by  the  Plan. 

GENERIC  DRUGS 

The  Plan  encourages  cost  containment  by  providing  a  higher 
coinsurance  reimbursement  for  generic  drugs  as  compared  to  the 
reimbursement  for  brand  name  drugs.  However,  the  claim  payment 
procedures  do  not  produce  consistent  results. 

BC/BS  claim  processors  must  verify  that  each  drug  requires  a 
prescription.  They  also  determine  whether  or  not  a  drug  is 
generic,  if  the  patient  places  a  check  mark  in  the  appropriate 
space. 

In  order  to  properly  process  drug  claims,  we  recommend  BC/BS 
determine  the  brand  name  vs  generic  status  of  all  prescriptions. 
This  will  assure  more  uniform  treatment  of  all  claimants,  reduce 
the  frequency  of  appeals  and  further  encourage  the  use  of  generic 
drugs  to  control  cost. 

CAFETERIA  PLAN 

The  State's  Cafeteria  Plan  saves  money  for  Participants  and 
for  the  State.  However,  it  is  very  important  that  this  Plan  comply 
with  federal  law  and  proposed  regulations  to  assure  continued 
favorable  tax  treatment. 

We  recommend  the  State  discontinue  the  practice  of  refunding 
contributions  once  they  are  made  to  the  Plan  regardless  of  the 
reason.  (We  are  aware  that  this  recommendation  has  been 
implemented.)  We  further  recommend  the  Cafeteria  Plan  document  and 
administrative  practices  be  reviewed  to  assure  that  this  Plan 
complies  with  the  law  and  proposed  regulations  both  as  to 
provisions  and  practice. 
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CONTRIBUTION  REFUNDS 

Terminated  and  transferred  employees  typically  wait  several 
weeks  to  receive  refunds  of  after-tax  contributions  to  the  Plan. 
We  have  been  advised  that  the  delay  will  be  shortened  as  soon  as 
the  new  computer  system  is  installed. 

In  the  meantime,  we  recommend  that  payroll  clerks,  Department 
personnel  and  the  staff  of  Central  Payroll  make  every  effort  to: 
(1)  reduce  the  need  for  refunds  of  after-tax  contributions  and  (2) 
process  such  refunds  as  quickly  as  reasonably  possible,  considering 
the  work  load,  payroll  cycles,  fiduciary  prudence  and  the  existing 
policies,  procedures  and  computer  capabilities. 

SUBROGATION 

The  State  is  becoming  more  aggressive  in  its  subrogation 

activity  and  BC/BS  is  identifying  a  larger  number  of  claims  each 

month.   However,  the  activity  has  not  yet  produced  a  significant 
volume  of  savings. 

BC/BS  tends  to  rely  on  inquiries  from  others  as  their  method 
of  identifying  potential  subrogatable  claims.  We  believe  a  more 
aggressive  approach  would  generate  more  results.  We  recommend  that 
BC/BS  train  claim  department  personnel  how  to  recognize  an  accident 
claim  with  potential  third  party  liability. 

We  further  recommend  that  copies  of  these  claim  documents  be 
provided  to  the  Department  for  appropriate  subrogation  activity. 

The  Department  requests  the  Participant's  cooperation  in  the 
subrogation  process  once  a  claim  is  identified  and  asks  that  the 
Participant  notify  the  Department  when  full  compensation  for  losses 
has  been  recovered.  We  believe  that  this  level  of  cooperation  and 
notification  can  be  made  a  condition  of  coverage. 

We  recommend  that  an  appropriate  statement  be  added  to  the 
enrollment  form  and  all  present  participants  be  required  to  sign 
the  statement  during  1991.  This  should  help  assure  more  timely 
intervention  in  the  subrogation  process  and  enhance  recoveries. 

NEW  CLAIM  SYSTEM 

The  introduction  of  a  new  claim  system  typically  results  in 
an  extension  of  turnaround  time  until  all  the  system  difficulties 
have  been  corrected.  Frequently,  a  claim  processor  will  convert 
a  few  clients  at  a  time  to  the  new  system  rather  than  make  a 
complete  change  all  at  once. 
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We  recommend  the  State  request  that  BC/BS  not  convert  the 
State's  Plan  to  the  new  system  until  they  can  demonstrate  that  the 
new  system  is  processing  claims  properly  and  within  acceptable 
turnaround  time.  This  should  reduce  the  probability  of  Participant 
inquiries  regarding  incorrect  and/or  delayed  claim  processing. 

WORKERS'  COMPENSATION 

Payments  under  Montana's  Workers'  Compensation  coverage  may 
be:  (1)  lower  and  (2)  slower  than  reimbursements  by  BC/BS.  Some 
WC  claims  may  be  filed  with  BC/BS  in  error  or  in  an  attempt  to 
maximize  revenue  for  providers. 

We  recommend  that  First  Reports  of  Accident  filed  with  the 
Workers'  Compensation  Board  be  compared  with  accident  claims  filed 
with  BC/BS  to  determine  if  any  WC  claims  have  been  paid  by  BC/BS. 

***** 


XIV-3 


EXHIBIT  A-1 


DEPARTMENT  OF  ADMINISTRATION 

STATE  PERSONNEL  DIVISION 


STAN  STEPHENS,  GOVERNOR 


ROOM  130,  MITCHELL  BUILDING 


STATE  OF  MONTANA' 


(406) 444  3871 


HELENA,  MONTANA  59620 


November  19,  1990 


Ray  Wolcott 

Wolcott  and  Associates,  Inc. 

7800  West  110th  Street,  Suite  100 

Overland  Park,  KS    66210 

Dear  Mr.  Wolcott: 


I  have  received  your  audit  report  on  administration  of  the  State  Employee  Benefit  Plan, 
and  proxide  the  following  response  to  your  recommendations: 


RECOMMENDATION  1  --  SRS  RELATED  CLAIMS 

We  recommend  the  State  revise  the  Plan  provision  related  to  exclusion  of  coverage  for 
charges  which  may  also  be  covered  under  state  and  county  welfare  programs. 

RESPONSE:  We  concur  with  this  recommendation.  We  understand  that  the  recommen- 
dation was  made  because  the  Plan  provision  is  contrary  to  state  statute.  Statute  MCA 
13-2-612  permits  the  Department  of  Social  and  Rehabilitation  Services  (SRS)  to  recover 
from  a  health  insurance  plan  any  payments  SRS  has  made  for  medical  services  covered 
by  the  plan.  We  agree  that  a  Plan  provision  can  not  be  enforced  in  violation  of  state 
statute,  and  it  will  be  modified  when  the  Plan  Document  is  next  reprinted  to  exempt 
cases  for  which  a  contrary  state  statute  applies. 


RECOMMENDATION  2  -  GENERIC  DRUG  CLAIMS 

We  recommend  the  State  direct  Blue  Cross  and  Blue  Shield  to  consistently  adjudicate  all 
drug  claims  to  assure  90  percent  coinsurance  payment  of  generic  drugs. 
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RESPONSE:  The  current  system  places  the  onus  on  the  plan  member  and/or  the 
pharmacy  to  identify  a  prescription  drug  as  a  generic  on  the  itemized  statement  or  claim 
form  in  order  to  receive  the  favorable  90  percent  reimbursement  for  generic  drugs.  If  the 
drug  is  not  identified  as  a  generic,  costs  are  reimbursed  at  70  percent  (the  reimbursement 
rate  for  brand  name  prescription  drugs)  unless  it  is  a  common  drug  the  claims  processor 
recognizes  as  a  generic.  All  prescription  drug  claims  are  not  reviewed  to  identify  every 
one  that  is  generic. 

Although  this  means  some  generic  drug  costs  will  not  be  reimbursed  at  90  percent,  we 
do  not  believe  that  this  dilutes  the  effectiveness  of  the  split  co-payment  incentive  as 
claimed.  Plan  members  have  been  informed  that  they  must  both  use  a  generic 
prescription  drug  and  claim  it  as  a  generic  drug  on  their  claim  form  or  on  an  attached 
statement  in  order  to  obtain  the  higher  payment.  Most  large  pharmacies  have  also  been 
ad\ased  of  this  and  routinely  provide  the  information  on  computerized  statements. 

The  program  is  administered  in  this  way  because  prescription  drug  claims  are  high 
volume  claims  and  reviewing  them  all  to  determine  if  the  prescription  drug  is  a  generic 
would  require  a  costly  and  time-consuming  manual  process.  This  would  both  slow 
processing  time  and  cancel  out  most  of  the  savings  the  plan  is  designed  to  achieve.  Blue 
Cross  and  Blue  Shield  plans  to  install  a  new  prescription  drug  claim  system  within  the 
next  year  or  two  that  will  enable  them  to  electronically  identify  all  generic  prescriptions. 


RECOMMENDATION  3  --  REFUNDS  OF  EMPLOYEE  CONTRIBUTIONS  UNDER  THE 
CAFETERIA  PLAN 

We  recommend  that  no  refunds  from  the  Cafeteria  Plan  be  permitted. 

RESPONSE:  We  concur  with  this  recommendation.  We  have  been  advised  by  our 
benefits  consultant  and  have  confirmed  with  the  Internal  Revenue  Ser\ace  that  this  is  not 
acceptable  under  IRC  125,  the  federal  code  governing  cafeteria  plans. 

This  recommendation  has  been  implemented.  Plan  members  who  terminate  from  state 
service  and  have  had  a  half-month  of  premium  contribution  withheld  from  their  paycheck 
are  given  the  option  of  paying  the  other  half  and  receiving  the  extended  coverage  or 
forfeiting  the  half-month  contribution.  Payroll  clerks  are  also  being  trained  to  consult 
with  terminating  employees  early  to  avoid  unwanted  deductions. 
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RECOMMENDATION  4  --  REFUNDS  OF  EMPLOYEE  CONTRIBUTIONS  --  OTHER 

Where  refunds  are  permissible,  we  recommend  that  payroll  clerks,  Department  personnel 
and  staff  of  Central  Payroll  make  every  effort  to:  1)  reduce  the  need  for  refunds  of 
after-tax  contributions;  and  2)  process  such  refunds  as  quickly  as  reasonably  possible, 
considering  the  work  load,  payroll  cycles,  fiduciary  prudence  and  the  existing  policies, 
procedures  and  computer  capabilities. 

RESPONSE:  We  concur  with  this  recommendation.  We  will  make  every  effort  to 
expedite  the  step  in  the  refund  process  which  is  the  responsibility  of  the  Department  of 
Administration,  and  encourage  agency  payroll  personnel,  Central  payroll,  and  the 
Management  Support  Bureau  to  do  the  same.  Training  is  also  being  provided  to  payroll 
clerks  on  procedures  for  avoiding  the  need  for  refunds,  where  possible. 

A  longer  term  solution  will  be  provided  by  an  on-line  insurance  data  system  which  is 
scheduled  for  development  within  the  next  year. 


RECOMMENDATION  5  -  SUBROGATION 

We  recommend  the  State  and  Blue  Cross  and  Blue  Shield  establish  lines  of  communica- 
tion and  procedures  that  v^:  1)  assure  the  identification  of  potential  subrogation  claims; 

2)  assure   transmittal   of  this   information   to   the   appropriate   State   employee;    and 

3)  maximize  recoveries,  net  of  expenses. 

We  further  recommend  that  the  enrollment  form  be  modified  to  authorize  subrogation 
and  that  all  presently  enrolled  individuals  be  required  to  submit  a  similar  statement. 

RESPONSE:  We  concur  with  this  recommendation.  We  are  currently  working  with  Blue 
Cross  and  Blue  Shield  to  improve  procedures  for  identifying  cases  involving  third-party 
liability.  This  includes  revising  an  accident  form  which  is  routinely  sent  to  plan  members 
who  submit  claims  involving  injuries  to  determine  if  a  third  party  was  involved  in  causing 
the  injury.  This  information  will  be  further  developed  by  Blue  Cross  and  Blue  Shield  and 
those  cases  with  subrogation  potential  forwarded  to  the  State. 

We  also  plan  to  include  a  subrogation  authorization  clause  in  our  enrollment  form  when 
it  is  next  revised.  Our  attorney  has  advised  us  that  we  do  not  need  to  obtain  statements 
from  all  existing  plan  members,  because  subrogation  rights  are  specified  in  the  Benefits 
Booklet. 
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RECOMMENDATION  6  --  NEW  CLAIMS  SYSTEM 

We  recommend  the  State  request  a  delay  in  implementing  the  new  Blue  Cross  and  Blue 
Shield  claims  system  for  State  Plan  claims  imtil  after  Blue  Cross  and  Blue  Shield  can 
assure  that  the  new  system  is  functioning  properly. 

RESPONSE:    We  concur. 


RECOMMENDATION  7  --  POTENTIAL  WORKERS'  COMPENSATION  CLAIMS 

We  recommend  that  claim  data  from  Blue  Cross  and  Blue  Shield  be  matched  with  claim 
data  from  the  Montana  Workers'  Compensation  Board  to  determine  if  providers  are 
submitting  compensation  claims  to  Blue  Cross  and  Blue  Shield. 

RESPONSE:  We  concur  that  this  is  a  measure  worth  pursuing  and  will  investigate  this 
possibility  with  the  Workers'  Compensation  system. 


Thank  you  for  the  opportunity  to  respond  to  your  audit  report. 
Sincerely, 


Joyce  Brown,  Chief 
Employee  Benefits  Bureau 
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Helena  Division 

404  Fuller  Avenue  •  P  0  Box  4309 
Helena.  Montana  59604 
(406)  444-8200 
Fax:  (406)  442-6946 


Great  Fails  Division 

3360  Tenth  Avenue  South  •  P  0  Box  5004 
Great  Falls  Montana  59403 
(406)  791-4000 
Fax  (405)  727-9355 


Mr.  Ray  Wolcott  Jr.  ,  President 

Wolcott  and  Associates,  Inc. 

Suite  100 

7800  W.  110th  St. 

Overland  Park,  KS  66210 

Dear  Mr.  Wolcott: 

Enclosed  are  our  comments  relative  to  the  special  purpose 
audit  for  the  State  of  Montana  Employee  Benefits  Plan.  This  audit 
was  conducted  for  the  period  of  March  1,  1988  through  February 
28,1990.  These  comments  will  be  appended  as  EXHIBIT  B-1  of  the 
final  audit  report. 


V  PRIOR  AUDIT  RECOMMENDATIONS 


REPLACEMENT  DENTURES: 

Blue  Cross  and  Blue  Shield  of  Montana  does  maintain  denture 
placement  and  replacement  dates  within  the  claims  processing 
system.   This  information  is  captured  and  stored  in  a  lifetime 
file.  History  on  services  rendered  to  a  current  member  while 
coverage  was  provided  under  another  carrier  are  not  part  of  our 
claims  history  file  unless  the  information  is  provided  to  us  at  the 
time  of  the  contract. 

When  the  State  awarded  the  claims  administration  contract  to 
Blue  Cross  and  Blue  Shield  of  Montana,   effective  September  1, 
1985,  a  decision  was  made   not  to  secure  and  transfer  denture 
placement  or  replacement  dates  from  the  incumbent  carrier.  We  are 
not  aware  of  any  processing  errors  noted  during  the  current  period 
audit  relating  to  these  procedures. 

The  benefit  plan  covers  initial  and  replacement  dentures, 
limited  to  no  more  than  one  set  of  dentures  in  any  period  of  five 
(5)  years.  Effective  September  1,  1990  all  applicable  placement 
and  replacement  dates  will  be  part  of  the  claims  processing  system. 
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HOSPITAL  BILL  AUDITS: 

As  a  result  of  prior  on-site  audits  it  was  a  Blue  Cross  and 
Blue  Shield  of  Montana  corporate  decision  to  establish  audit 
procedures  and  edits  within  the  claims  processing  system.   This 
results  in  claims  being  reviewed  by  our  Utilization  Review  and 
Internal  Audit  Departments  as  well  as  our  Medical  Review  Staff. 

Blue  Cross  and  Blue  Shield  of  Montana  will  support  a  request 
to  provide  hospital  bill  audits  and  other  possible  cost  savings 
features,  if  the  Plan  wants  to  add  this  to  the  contract. 


XIV  RECOMMENDATIONS 


SUBROGATION: 

Blue  Cross  and  Blue  Shield  of  Montana  is  fully  supportive  of 

State  efforts  in  identifying  subrogation  claims.   Our  current 

methods  of  identifying  subrogation  claims  are  through  the  following 

procedures : 

-Review  of  certain  diagnosis  which  generate  accident 

reports.   When  this  indicates  possible  subrogation  the 

information  is  provided  to  the  State  Plan. 

-A  highly  effective  method  of  identification  occurs  when  our 

Managed  Care  Department  identifies  a  potential  subrogation 

case.   These  cases  are  reviewed  because  we  provide  large 

case  management  services  for  the  State.   Applicable  cases 

are  referred  to  our  Recovery  Unit  which  in  turn  informs  the 

State  of  a  possible  subrogation  case. 

-The  third  method  of  identification  is  through  information 

recieved  from  providers,  members  or  other  contacts. 

Blue  Cross  and  Blue  Shield  of  Montana  is  not  aware  of  any 

recovery  which  has  been  missed  because  of  inadequate 

training  of  personnel. 

We  are  currently  discussing  changes  to  our  contract  with  the 

State  to  finalize  identification  of  subrogation  cases.  We  will 

support  all  efforts  in  this  area. 
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XIII  OTHER  FINDINGS 


INTERNAL  AUDITOR: 

Because  of  a  serious  illness  in  the  Vice  President  of  Claims 
immediate  family,  the  Vice  President  of  Internal  Audit  was  assigned 
the  duty  of  Acting  Vice  President  of  Claims  on  a  temporary  basis. 
Because  it  was  recognized  that  this  temporary  assignment  could  give 
the  appearance  of  a  possible  conflict  of  interest,  procedures  were 
designed  and  implemented  to  maintain  the  independence  between  the 
Claims  and  Internal  Audit  Departments. 


At  this  time,  I  would  like  to  thank  you  and  your  staff  for  the 
professionalism  and  courtesy  displayed  during  this  audit.  It  was 
our  pleasure  to  work  with  you  during  this  audit. 


David  A.  Bauer 
Internal  Auditor 


